
283 

Bureau of Customs and Border Protection, DHS, Treasury § 10.771 

(2) The physical properties of the 
good or material are changed to a sig-
nificant extent; or 

(3) The operation undergone by the 
good or material is complex by reason 
of the number of processes and mate-
rials involved and the time and level of 
skill required to perform those proc-
esses. 

§ 10.770 Originating goods. 
(a) General. A good will be considered 

an originating good under the MFTA 
when imported directly from the terri-
tory of a Party into the territory of the 
other Party only if: 

(1) The good is wholly the growth, 
product, or manufacture of one or both 
of the Parties; 

(2) The good is a new or different ar-
ticle of commerce that has been grown, 
produced, or manufactured in the terri-
tory of one or both of the Parties, is 
provided for in a heading or subheading 
of the HTSUS that is not covered by 
the product-specific rules set forth in 
General Note 27(h), HTSUS, and meets 
the value-content requirement speci-
fied in paragraph (b) of this section; or 

(3) The good is provided for in a head-
ing or subheading of the HTSUS cov-
ered by the product-specific rules set 
forth in General Note 27(h), HTSUS, 
and: 

(i)(A) Each of the non-originating 
materials used in the production of the 
good undergoes an applicable change in 
tariff classification specified in Gen-
eral Note 27(h), HTSUS, as a result of 
production occurring entirely in the 
territory of one or both of the Parties; 
or 

(B) The good otherwise satisfies the 
requirements specified in General Note 
27(h), HTSUS; and 

(ii) The good meets any other re-
quirements specified in General Note 
27, HTSUS. 

(b) Value-content requirement. A good 
described in paragraph (a)(2) of this 
section will be considered an origi-
nating good under the MFTA only if 
the sum of the value of materials pro-
duced in one or both of the Parties, 
plus the direct costs of processing oper-
ations (see § 10.774 of this subpart) per-
formed in one or both of the Parties, is 
not less than 35 percent of the ap-
praised value of the good at the time 

the good is entered into the territory 
of the United States. 

(c) Combining, packaging, and diluting 
operations. For purposes of this sub-
part, a good will not be considered a 
new or different article of commerce by 
virtue of having undergone simple 
combining or packaging operations, or 
mere dilution with water or another 
substance that does not materially 
alter the characteristics of the good. 
The principles and examples set forth 
in § 10.195(a)(2) of this part will apply 
equally for purposes of this paragraph. 

§ 10.771 Textile or apparel goods. 

(a) De minimis. Except as provided in 
paragraph (a)(1) of this section, a tex-
tile or apparel good that is not an orig-
inating good under the MFTA because 
certain fibers or yarns used in the pro-
duction of the component of the good 
that determines the tariff classifica-
tion of the good do not undergo an ap-
plicable change in tariff classification 
set out in General Note 27(h), HTSUS, 
will be considered to be an originating 
good if the total weight of all such fi-
bers is not more than seven percent of 
the total weight of that component. 

(1) Exception. A textile or apparel 
good containing elastomeric yarns in 
the component of the good that deter-
mines the tariff classification of the 
good will be considered to be an origi-
nating good only if such yarns are 
wholly formed in the territory of a 
Party. 

(2) Yarn, fabric, or group of fibers. For 
purposes of paragraph (a) of this sec-
tion, in the case of a textile or apparel 
good that is a yarn, fabric, or group of 
fibers, the term ‘‘component of the 
good that determines the tariff classi-
fication of the good’’ means all of the 
fibers in the yarn, fabric, or group of fi-
bers. 

(b) Textile or apparel goods put up in 
sets. Notwithstanding the specific rules 
specified in General Note 27(h), HTSUS, 
textile or apparel goods classifiable as 
goods put up in sets for retail sale as 
provided for in General Rule of Inter-
pretation 3, HTSUS, will not be consid-
ered to be originating goods under the 
MFTA unless each of the goods in the 
set is an originating good or the total 
value of the non-originating goods in 
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the set does not exceed ten percent of 
the appraised value of the set. 

§ 10.772 Accumulation. 

(a) An originating good or material 
produced in the territory of one or both 
of the Parties that is incorporated into 
a good in the territory of the other 
Party will be considered to originate in 
the territory of the other Party. 

(b) A good that is grown, produced, or 
manufactured in the territory of one or 
both of the Parties by one or more pro-
ducers is an originating good if the 
good satisfies the requirements of 
§ 10.770 of this subpart and all other ap-
plicable requirements of General Note 
27, HTSUS. 

§ 10.773 Value of materials. 

(a) General. For purposes of § 10.770(b) 
of this subpart and, except as provided 
in paragraph (b) of this section, the 
value of a material produced in the ter-
ritory of one or both of the Parties in-
cludes the following: 

(1) The price actually paid or payable 
for the material by the producer of the 
good; 

(2) The freight, insurance, packing 
and all other costs incurred in trans-
porting the material to the producer’s 
plant, if such costs are not included in 
the price referred to in paragraph (a)(1) 
of this section; 

(3) The cost of waste or spoilage re-
sulting from the use of the material in 
the growth, production, or manufac-
ture of the good, less the value of re-
coverable scrap; and 

(4) Taxes or customs duties imposed 
on the material by one or both of the 
Parties, if the taxes or customs duties 
are not remitted upon exportation 
from the territory of a Party. 

(b) Exception. If the relationship be-
tween the producer of a good and the 
seller of a material influenced the price 
actually paid or payable for the mate-
rial, or if there is no price actually 
paid or payable by the producer for the 
material, the value of the material pro-
duced in the territory of one or both of 
the Parties, includes the following: 

(1) All expenses incurred in the 
growth, production, or manufacture of 
the material, including general ex-
penses; 

(2) A reasonable amount for profit; 
and 

(3) The freight, insurance, packing, 
and all other costs incurred in trans-
porting the material to the producer’s 
plant. 

§ 10.774 Direct costs of processing op-
erations. 

(a) Items included. For purposes of 
§ 10.770(b) of this subpart, the words 
‘‘direct costs of processing operations’’, 
with respect to a good, mean those 
costs either directly incurred in, or 
that can be reasonably allocated to, 
the growth, production, or manufac-
ture of the good in the territory of one 
or both of the Parties. Such costs in-
clude, to the extent they are includable 
in the appraised value of the good when 
imported into a Party, the following: 

(1) All actual labor costs involved in 
the growth, production, or manufac-
ture of the specific good, including 
fringe benefits, on-the-job training, and 
the costs of engineering, supervisory, 
quality control, and similar personnel; 

(2) Tools, dies, molds, and other indi-
rect materials, and depreciation on 
machinery and equipment that are al-
locable to the specific good; 

(3) Research, development, design, 
engineering, and blueprint costs, to the 
extent that they are allocable to the 
specific good; 

(4) Costs of inspecting and testing the 
specific good; and 

(5) Costs of packaging the specific 
good for export to the territory of the 
other Party. 

(b) Items not included. For purposes of 
§ 10.770(b) of this subpart, the words 
‘‘direct costs of processing operations’’ 
do not include items that are not di-
rectly attributable to the good or are 
not costs of growth, production, or 
manufacture of the good. These in-
clude, but are not limited to: 

(1) Profit; and 
(2) General expenses of doing business 

that are either not allocable to the 
good or are not related to the growth, 
production, or manufacture of the 
good, such as administrative salaries, 
casualty and liability insurance, adver-
tising, and salesmen’s salaries, com-
missions, or expenses. 
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